International Lawyer
Volume 8

Number 1

Article 3

1974

The Dynamics of the Multi-National Enterprise: Exemplar for
World Government
Leondard M. Salter

Recommended Citation
Leondard M. Salter, The Dynamics of the Multi-National Enterprise: Exemplar for World Government, 8
INT'L L. 11 (1974)
https://scholar.smu.edu/til/vol8/iss1/3

This Article is brought to you for free and open access by the Law Journals at SMU Scholar. It has been accepted
for inclusion in International Lawyer by an authorized administrator of SMU Scholar. For more information, please
visit http://digitalrepository.smu.edu.

LEONARD M. SALTER*

The Dynamics of the Multi-National
Enterprise: Exemplar for
World Government?
The world needs a new ideological system. But this condition cannot be
fulfilled in a world based upon the nation-state alone. Indeed, the world
system of sovereign states, familiar since the seventeenth century, is being
superseded just as steadfastly as are the domestic institutions it comprises.
The ideologies of the nation-state are at an end. The class systems that
nurtured them are disappearing from their European birthplaces. The renaissance of ideologies here forecasted will be for a different type of class system
in a different, post-industrial type of economy. It will develop a different
creed of democracy appropriate to the challenge of the scientific revolution.
Finally, it will be committed to world order.
Harvey Wheeler
"Democracy In a Revolutionary
Era"
A massive, highly detailed study of how to implement world peace,
made by polling the views of 140 academic authorities on international
relations, social and behavioral sciences and computer-simulated "peace
game" methodology has recently been published.' Some 74 percent of the
experts polled believe that economic development, trade, technical cooperation and foreign aid were either "highly important" or "important" as an
incentive to peace.
The same group gave a 52 percent rating to "education and culture" as
an incentive to peace and only 39 percent to a category listed as "strengthening international institutions like the United Nations." It is acknowledged by many pundits that the termination of the Vietnam War was
substantially expedited by China and Russia; they both wanted to trade
with the U.S., and felt that this was one way to create a favorable climate.
World trade is only one of the desiderata, albeit important, which will
*Member of the Boston Bar; Harvard Law School (1936), Harvard College (cum
laude-1933); Chairman Board of Editors, Commercial Law Journal; President, Commercial
Law League (1970-71); Planning Committee, World Peace Through Law Conference.
'"Finance," January, 1973, p. 8.
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result from a multi-national rather than national-based trading organization.
It is essential that each of these trading units, based in various countries
around the world, should have a nationality of its own. The various subsidiaries of the parent corporation should not be subject to the conflicting
rules and loyalties of different sovereigns. 2
Thus the multi-national corporation (MNE) must rise above petty and
parochial concerns to become involved with matters and problems with
global repercussions. This, it is suggested, is all to the good. Adolf A. Berle
stated in his seminal volume entitled "The Twentieth Century Capitalist
Revolution, ' 3 that the large American corporation, in certain fields, has
more nearly achieved a stable and working world government than has yet
been achieved by any other institution.
The point about the world perspective of the multi-national corporation
is most significant. The foreign subsidiary is not bound by the same
xenophobic prejudices that the parent corporation may suffer from. The
United States has legislation 4 on the books representing the Cold War
political attitudes which interfere with the international flow of goods.
This fear that trading with the East will somehow give aid and comfort
to the "enemy" seems rather anachronistic, when (1) the approaches by
President Nixon to both Peking and Moscow in 1972 would indicate that
an era of collaboration rather than confrontation is at hand; and (2) most of
the alleged strategic goods proscribed from East/West commerce is readily
available from European countries, which may have bought these items in
the United States. It is quite difficult to justify this type of legislation in the
relaxed atmosphere of 1973 et seq.
The United States' policy seems to be ambivalent (confused?) in the
area of foreign trade. William J. Casey, formerly chairman of the SEC, has
been appointed to the Office of Undersecretary for Economic Affairs in
the State Department. This clearly indicates the new Nixonian philosophy
of emphasizing the role world trade has in improving global living conditions and giving nations an economic stake in keeping the peace. 5 It has
been suggested that Mr. Casey's role in the State Department will be a
continuation of his function performed in the SEC-to preserve the capital
markets. Casey believes (according to one of his colleagues) that the
2
Detlev F. Vagts, The Multinational Enterprise: A New Challenge For Transnational
Law, 83 HARV. L.REV. 739, 41 (1970).
3
ADOLF A. BERLE, THE 20TH CENTURY CAPITALIST REVOLUTION, Harcourt, Brace &
World
(N.Y.), 1954, p. 144.
4
Export Control Act, 50 U.S.C. app. Par. 2021 et seq. (1964): Trading With the Enemy
Act, 50 U.S.C. app 5 (b) (1964); The Johnson Act, 18 U.S.C.A. Par. 955 (1934), prohibits
bank credit to nations in default on their loans from the U.S.
5
Boston Globe, December 4, 1972.

International Lawyer, Vol. 8, No. I

Dynamics of the Multi-National Enterprise

United States' ability to raise capital is one of the last remaining advantages that it has in world competition. As an example of how the United
States' continuing Cold War stance places it in an adverse trade position,
the figures of trade with East European countries (Comecon) are instructive.
In 1971, Germany carried on a trade volume with them of $4.2 million;
Italy, Britain, Yugoslavia, France and Japan all traded with the Comecom
countries at least $1 billion. The United States was able to export only
$384 million and imported $233 million for a total of $607 million with this
group. Many experts feel that not only is the United States losing out on a
6
large export market, but a source of vital raw materials.
In addition to making a greater amount and more diversified goods
available to the citizens of the country involved, besides helping to adjust
the balance of trade deficit as a result of exports, there are several other
benefits which accompany an expanding trade formula. The citizens of the
country involved take their mind off military competition.
Alexander Hamilton once remarked lyrically that, "The spirit of commerce has a tendency to soften the manners of men and to extinguish those
inflammable humours which have so often kindled war." In trade, some
assets which might otherwise be dedicated to the war effort (at a total
economic loss) are sold in the marts of trade at a profit. A new and
significant era is dawning in the history of the world.
The present American foreign policy of growing trade involvement with
communist countries is establishing a new international economic frontier.
The frontier that was once the American West has moved even farther
West to Russia, China and Southeast Asia. Each of these regions is
interested in improving consumption standards; the market is there to be
developed.
A United Nations study of United States based multi-national corporations and their foreign subsidiaries was recently published, 7 under the
authorship of Professor Raymond Vernon of the Harvard Business School.
Vernon said that United States' oil, copper, aluminum and other manufacturing companies have provided countries with funds and techniques to
develop their resources, with ready made markets for their products, jobs
for their citizens and a start on the road to industrialization.
The author asserted that in some countries the leaders got "a sense of
6

1t is ironic that the export of surplus U.S. grain to Russia and China in 1972 gave the
farmers of the U.S. a substantially greater income than they would have received without
these orders. The two largest communist countries benefited the GNP and balance of payments problem of the U.S. giant.
7
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diluted control of the economic life of their own countries" and a "feeling
of inequality and insecurity from the size and power of the multi-national
corporations and their economic power and prestige." However, suggested
Professor Vernon:
It is not at all evident . . . that developing countries which exclude international corporations fron their territory do very much more than change
the quality and form of their dependence.

There are so many areas of development- frontiers -in the world still
lying fallow that in many cases one corporation-albeit multi-national-is
not willing or able to develop the situation by itself. Hence, the growth of
consortia, joint ventures and partnerships, and various other legal arrangements to explore and develop the mines-wells-forest products and other'
resources that are available.
Sometimes the project is so vast that governments must tackle the
project, where private corporations fail to do so. Japan and the Soviet
Union are preparing a joint venture to develop oil and natural resources in
Western Siberia. 8 The "Tyumen Project" is designed to lay a 3,000 mile
pipeline between Tyumen and Nakhodka, a Soviet port facing the Sea of
Japan. It is hoped by the oil experts that Siberia will be able to supply 40
million tons of low-sulfur oil annually for at least twenty years.
The United States is very much interested in joining the Soviet-Japanese
enterprise. The Japanese are very much interested in having the United
States assist in this project for a very interesting reason. They believe that
the United States can serve as a buffer in avoiding the adverse effects of a
Sino-Soviet confrontation on the Siberian project. The same thing can also
apply in joint enterprises and partnerships among international corporations.
Accommodation and willingness to subordinate one's particular demands often are more necessary in a multi-national rather than a bi-lateral
arrangement. Anything that requires a selfish or headstrong participant in
an enterprise to make allowances and compromises, to take cognizance of
the interests of others is, in a closely-knit and combustible world, all to the
good. Multi-national corporations can avoid, or at least minimize, the
errors of local views, local needs and local cultures.
Harvey Wheeler, whose book "Democracy In a Revolutionary Era" 9
has been quoted from in the headnote to this essay makes a most valid
point during the course of this discussion of the contemporary political
scene. He mentions the British financial crises of 1931 as an example of a
problem, which because it sprang in part from sources outside of Britain
8

9
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could not be resolved by internal political forces alone. There would be no
point in calling a general election as there was no program to take to the
people. A program to save the pound and British financial stability could
only be resolved with the aid of foreign financial institutions and international negotiations. As Wheeler puts it: 10
The affairs of the world had become so intertwined that the stability of each
nation would be preserved only by insuring the stability of the web of
interrelationships that enveloped them all. This demanded a new world constitutionalism with processes commensurate to the scale on which political
problems arose.
The crushing problems that face the nations of the world today are all
similar, even though they may vary according to the degree of industrial
development of the particular area. The drang nach the city, pollution of
land, air and water, problems of mass transit, the widening gap between the
developed and the developing nations, all require global attack rather than
a local approach. Obviously. the pollution of the headwaters of the Rhine
or any other multi-state river, is going to affect those lower downstream.
Atomic testing on an atoll in the Pacific has serious repercussions
wherever the winds carry the fallout. Recurring to the problems of the
developing world, it is clear that funds must be allocated on some rational,
predictable basis of need and capacity to use them.1 1 The United Nations
has already begun (1964) to lay the groundwork of developing econometric
models of the world economy. It is neither visionary nor grandiose to talk
about international economic planning.
Ford, General Motors and IBM favor 100 percent ownership of their
overseas subsidiaries, so that their plans for these facilities may emanate
and be executed from a centralized area. In an essay entitled "Organizing a
12
Worldwide Business" by Gilbert Clee and Wilbur Sachtjen, there appears
this statement:
The really decisive point in the transition to world enterprise is
top-management recognition that, to function effectively, the ultimate control
of strategic planning and policy decisions must shift from decentralized subsidiaries or division locations to corporate headquarters where a worldwide
perspective can be brought to bear on the interests of the total enterprise.
In contradistinction to what is here argued as the enlightened, liberal
view of multinational corporations-that they bring substantial benefits by
way of new technology, industrialization and the new climate of optimism
looking toward a brighter future of more jobs and more and varied goods
' 0lbid., p. 29.
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for the host country-there are those who feel that the multi-national
corporations are harmful to the American economy. In 1972, Sen. Vance
Hartke (D-Ind.) and Rep. James Burke (D-Mass.) introduced a bill13
repealing the tax deferments and credits on multi-national corporation
investments and imposing new import quotas.
Hartke claimed that United States' firms have over 8,000 subsidiaries
abroad, resulting in the loss of thousands of United States' jobs. However,
a recent exhaustive survey 14 made by the government on the operations of
large multi-national companies supports the contrary conclusion of various
private surveys-that domestic employment and exports of these companies have continued to grow relatively rapidly despite their foreign investments.
As the world is moving, it would appear that the Hartke- Burke philosophy is on the wane. In high technology products, corporations are not able
to recover their development costs and make a reasonable profit, unless
they sell globally. The North American market might be sufficient for most
American manufacturers if they could be sure of having enough time to
penetrate it completely. However, they are racing against the clock of
obsolesence and the only way to beat the obsolescence clock is to have a
worldwide market.
It is most important that the experience of the MNE bring a positive
benefit to the nation and people with whom it comes in contact. Whether it
is in the slums of Newark, Watts or Detroit or the rice paddies of Vietnam,
confrontations have taken place between protagonists who are both vengeful and stubborn. Peace and order, whether on the domestic or international scene, depend on some empathy and realistic interest in alleviating the cause of the explosive conditions.
Dr. Jean Mayer, one of the world's foremost authorities on agriculture
and nutrition, wrote an essay entitled "The Multi-National Company and
Developing Agriculture."' 1 He points out that the MNE is flourishing in
North America, Western Europe and Japan. Both China and the Soviet
Union are dedicated to its destruction, and in the Third World, it is
operating on a trial basis. Mayer feels that since food is the most basic of
all human needs, there is an urgent need that the MNE attain great success
in this area. Failure in this arena would be catastrophic, whatever success
may be attained by these international organizations in other areas.
13

H.R. 11392.
"4New York Times, November 20, 1972.
15
Monsanto Magazine, 1st Qtr., 1973.
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Developing countries need both plant seeds and animal varieties, fertilizers, herbicides and other pesticides and improved agricultural equipment.
There are few governmental research facilities in developing countries, and
until recently, MNE was reluctant to invest in experimental stations in
far-flung areas where they would like to sell their products.
Dr. Mayer, in the course of the essay to which reference is made above,
makes several points about the MNE which, he believes, can change the
climate of the many locales in which they operate around the world: (1)
Agricultural equipment, chemicals and seed varieties must be tested and
even developed locally. Regional and local test stations must be established
and staffed. (2) The testing of the new technology, the production of a
whole range of products. the concept of borrowing in expectation of a large
cash crop, all require the MNE to be an agent of social change. (3) In order
to sell the local products, the MNE or its local affiliate will have to provide
credit and teach its management, promote the creation of farmers' cooperatives to buy agricultural implements, and sell the crops in the commercial
market. (4) As more modern techniques of farming are introduced, acreage
will be increasingly productive and agricultural employment will decrease.
(5) This slack in employment must be taken up by the increased development of useful products and their sales in a given developing area. The
MNE must recognize how dangerous the piling up of unemployed underemployed men is in the rapidly growing cities. (6) If the MNE is serious
about its interest to stay in a country and grow with the local economy, it
must make long-term choices for future development.
Developing countries rarely have strong planning agencies. The projects
in which the company should invest, suggests Dr. Mayer, ought to be those
with the greatest potential for the welfare of the population. In agriculture,
these choices are particularly important; they may make the difference
between a substantial improvement in the health, productivity and happiness of the population-or the opposite.
What is here being urged is that, as a good citizen of the country where it
is operating, the MNE will apply its research, financial and investment
resources to satisfy basic human needs; it will not use its modern technological and advertising resources to compound the problems of the host
countries. Two examples, given by Dr. Mayer, will suffice: in many parts
of the world, high-pressure sales of canned milk and substitute baby formulas has led to the abandonment of breast feeding-generally with catastrophic results. (India, for example.)
Enormous advertising efforts to promote the sale of candy and
non-nutritious sweets will drain needed resources into the consumption of
International Lawyer, Vol. 8, No. I
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"empty calories." It is not enough that MNE should grow and be profitable
in a developing country. It has the humane responsibility to see that the
resources developed are those which will lead to greater health, prosperity
and democratic development.
If the MNE does not use its resources to improve the lot of the local
population where it operates, the charge of American (or French or Belgian) imperialism will again be made, with some justification. In discussing
the relations with the American corporations which controlled the Cuban
economy (BC- Before Castro), Edward Boorstein, who until 1963 worked
for several years in the Cuban Ministry of Foreign Commerce, makes the
following points about the selfish approach of the American entrepre6
neurs:1
What could a Cuban government have done to solve Cuba's problems without touching some American interest? It could not have regulated public
utility rates, touched the land, broadened foreign trade, imposed foreign
exchange controls, increased taxes, raised tariffs, subsidized new industry. It
could not have changed the charter and policies of the National Bank and
tried to use it to promote development; nor could it have greatly increased
public expenditures for education or medical care-such actions would have
endangered the kind of monetary stability required by the foreign corporations.
After listening to Boorstein's litany of complaints about the United
States (or any other country) which dominates the economy of a developing nation, it is quite clear that such conduct will not in any way
ameliorate the serious dislocation in the world economies which presently
exist.1 7 D. P. O'Connell, writing about the effectiveness of "The Role of
International Law"' 8 in world order, suggests that by virtue of the notion
of "autolimitation," states will fall under the regimen of international law
through the process of self-abnegation.
This same theory can be applied to MNE which, as we have shown,
has in many areas around the world, the same position as a sovereign
government. Recurring to the title of this essay, the MNE is in a position
to function in a field, and on a worldwide perspective, where no one
16

BOORSTEIN, Imperialism and Underdevelopment: The Case of Cuba, (Cristoffel, Finkelhor and Gilbarg, eds.), Up AGAINST THE AMERICAN MYTH, Holt, Rinehart, Winston

(1970) (N.Y.) 257.
17Boorstein gives the following statistics: the sugar industry (largely dominated by
American companies) together with its by-products, alchohol and molasses, made up about 80
percent of the exports and paid for the bulk of the imports. The sugar companies controlled
70-75 percent of the arable land-two-thirds of the railroad trackage, most of the ports and
many of the roads were merely adjuncts of the sugar mills. The sugar industry generally
employed about 25 percent of the labor force. The export of sugar and its by-products
contributed about 20- 30 percent of the gross domestic market. Op. cit. n. 16, p. 25 1.
1895 Daedalus 634 (Spring 1966).
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enterprise or organization has such power. Jan Tinbergen, Professor of
Development Planning at the Netherlands School of Economics in Rotterden, points out 19 that national governments cannot sufficiently protect the
world's interest against the short-term pressure of their own citizens, simply because they are national governments; they are in political competition with other groups.
Professor Tinbergen states that no organization except the United Nations could support the world interest, which coincides with the long-term
interest of all nations. He felt that even the UN's formulation of the new
goals for international development were insufficiently ambitious. It is here
argued that the MNE, because of its close contact and involvements with
the economy of developing nations, has, in many aspects, a better appraisal
of how such economy can be modified and modernized than even the UN's
20
specialized agencies.
We have shown, albeit in brief compass, the opportunities and responsibilities of the MNE in an interdependent world. Scientists have announced the idea that the whole world (including people living in comparative material comfort in the developed countries) can never be happy
for a long time and enjoy prosperity if any part of mankind, however small,
is starving and racked with disease. Dankwart A. Rustow put the modern
21
dilemma in a most cogent paragraph. He writes:
The Political rhetoric of the late twentieth century resounds with . . . dissonance. Though increasingly uniform throughout the world, it supplies a
verbal arsenal for competition and struggle. Nation, democracy,
self-determination, equality, progress, power, unity, revolution -these are
intoned, with minor modulations but with equal fervor, by Russians, Chinese,
and Americans, by Europeans, Africans, and Asians in one global cacophony.
The claim by 130 countries to be regarded as nation-states further attests to
the universality of the modern ideal-and to its inner contradiction. The
message diffused has been one of sovereignty and power, of national individuality and independence. But the method of diffusion has been one of
world-wide interdependence, vulnerability to power, and susceptibility to the
influence of others.
In this context, the MNE has the unique ability to lessen the global
cacophony, and to resolve the contradictions that Rustow outlines.

1995 Daedalus 548 (Spring, 1966).
20

Article 55 of the UN Charter is very general and vague about the implementation of the
economic
policy aims it supports.
21
A World of Nations, the Brookings Institution, Washingtion (1967), p. 239.
International Lawyer, Vol. 8, No. I

